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Preamble 

The  Provincial  Auditor  reported  on  the  Ministry  of  Finance’s  Corporations  Tax  in 
Section  3.02  of  the  2002  Annual  Report.  The  Standing  Committee  on  Public 
Accounts  held  hearings  on  this  audit  report  on  February  10,  2003  with 
representation  from  the  Ministry  of  Finance.  This  report  constitutes  the 
Committee’s  findings  and  recommendations.' 

The  Committee  would  like  to  take  this  opportunity  to  extend  its  appreciation  to 
the  officials  from  the  Ministry  of  Finance  for  their  co-operation  during  these 
hearings.  In  addition,  the  Committee  acknowledges  the  assistance  provided  by  the 
Office  of  the  Provincial  Auditor,  the  Clerk  of  the  Committee,  and  the  Ontario 
Legislative  Library’s  Research  and  Information  Services  Branch  during  these 
hearings. 


Ministry  Response  to  Committee  Report 

The  Standing  Committee  on  Public  Accounts  (Committee)  endorsed  the 
Provincial  Auditor’s  2002  report  on  the  Corporations  Tax  and  recommended  the 
implementation  of  the  recommendations  by  the  Ministry  of  Finance. 

The  Committee  has  prepared  supplementary  recommendations  in  this  report, 
based  on  its  findings  during  the  hearings.  The  Committee  requests  that  the 
Ministry  of  Finance  provide  the  Committee  Clerk  with  a  comprehensive  written 
response  to  its  recommendations  within  one  hundred  and  twenty  calendar  days  of 
the  date  of  tabling  with  the  Speaker,  Legislative  Assembly  of  Ontario,  unless 
otherwise  stated  in  a  recommendation.  In  the  event  that  the  Ministry  requires 
additional  time  to  prepare  its  response  to  this  report,  it  would  be  appreciated  if 
the  Deputy  Minister 's  office  could  contact  the  Committee  Clerk  to  establish  a 
revised  deadline. 

1.  Background 

Ontario  requires  corporations  to  file  a  provincial  corporations  tax  return  directly 
with  the  province.  The  CCRA  provides  Ontario  with  daily  electronic 
transmissions  of  data  regarding  federal  corporations  tax  assessments  and 
reassessments  that  are  reviewed  to  determine  their  effect  on  provincial  tax  owed. 

1.1  Audit  Objective  and  Conclusions 

The  Auditor’s  objective  was  to  assess  whether  the  Ministry  had  adequate  policies 
and  procedures  in  place  to  ensure  that  the  appropriate  amount  of  corporations  tax 
is  declared  and  remitted  by  taxpayers  in  accordance  with  statutory  requirements.^ 

1.2.  Overall  Audit  Conclusions^ 

Many  corporations  voluntarily  declare  and  remit  the  correct  amount  of 
corporations  tax.  This  fact,  combined  with  the  strong  economy  of  the  late  1 990s, 
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contributed  significantly  to  the  very  substantial  increase  in  corporations  tax 
revenues  from  $5.4  billion  in  the  1995/96  fiscal  year  (reported  in  the  Auditor’s 
audit  in  1996)  to  $6.6  billion  in  the  2001/02  fiscal  year  ($9.2  billion  in  the 
2000/01  fiscal  year). 

However,  where  corporations  did  not  voluntarily  comply,  the  Ministry  did  not 
have  adequate  policies  and  procedures  in  place  to  ensure  that  the  appropriate 
amount  of  corporations  tax  was  being  declared  and  remitted  by  taxpayers  in 
accordance  with  statutory  requirements.  Although  research  by  the  Canadian  Tax 
Foundation  on  the  growth  of  the  underground  economy  indicates  that  the  tax 
gap — the  difference  between  the  amount  of  all  taxes  actually  collected  and  the 
amount  that  should  be  collected — is  increasing,  the  Ministry  did  not  assess  or 
evaluate  the  extent  to  which  the  tax  gap  affected  provincial  corporations  tax 
revenue.  The  Ministry  also  did  not  assess  the  risk  of  significant  non-compliance 
for  all  corporations  that  had  filed  a  return,  and  therefore  did  not  select  for  audit 
those  with  the  highest  overall  risk.  It  is  the  Auditor’s  view  that  the  tax  gap  with 
respect  to  provincial  corporations  tax  may  well  be  substantial. 

As  an  example  of  the  extent  to  which  corporations  did  not  voluntarily  comply,  the 
Auditor  found  that  of  the  763,000  corporations  with  active  accounts,  at  least 
355,000  corporations — or  almost  half — were  in  default  of  filing  required  returns. 
The  total  number  of  outstanding  returns  for  all  the  years  in  which  those 
corporations  failed  to  file  was  at  least  930,000.  Both  the  number  of  corporations 
in  default  of  filing  and  the  number  of  outstanding  returns  have  significantly 
increased  since  1 996,  when  one  in  five  active  corporations  failed  to  file,  and  the 
number  of  outstanding  returns  was  128,700.  These  increases  are  generally 
attributable  to  the  Ministry’s  reduced  efforts  in  recent  years  to  follow  up  on 
overdue  returns,  the  new  annual  exempt-ffom-filing  (EFF)  requirement 
introduced  in  January  2000,  and  the  significant  increase  in  the  number  of  active 
accounts.  The  Auditor  also  noted  that; 

•  Although  information  about  corporations  has  been  provided  by  the  Ministry  of 
Consumer  and  Business  Services  (MCBS)  to  the  Branch  [Corporations  Tax 
Branch]  since  the  1 970s  and  has  been  used  to  automatically  update  the 
corporations  tax  roll  on  a  weekly  basis,  the  Ministry  does  not  regularly 
compare  all  active  registrants  in  the  MCBS  database  with  those  in  the 
corporations  tax  roll  to  ensure  that  all  corporations  that  are  registered  with 
MCBS,  and  required  to  file  a  corporations  tax  return,  continue  to  be  included 
in  the  corporations  tax  roll. 

•  In  that  regard,  the  Auditor  noted  that  a  one-time  matching  of  the  MCBS 
database  with  the  corporations  tax  roll  in  1 998  identified  40,600  corporations 
that  were  active  in  the  MCBS  database  but  not  included  in  the  corporations 
tax  roll.  Although  the  Auditor  was  advised  that  many  of  these  corporations 
were  subsequently  added  to  the  corporations  tax  roll  as  a  result  of  either  a 
manual  review  in  1998  or  a  one-time  data  synchronization  project  in  1999,  the 
Ministry  did  not  have  the  information  necessary  to  corroborate  that  assertion. 
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•  The  Auditor  also  noted  that  the  Ministry  was  currently  negotiating  an 
agreement  with  MCBS  under  which  the  MCBS  database  and  the  corporations 
tax  roll  would  be  compared  and  synchronized  every  six  to  12  months. 

•  The  Ministry  closed  approximately  40,000  accounts  in  the  Integrated  Tax 
Administration  System  (ITAS)  that  maintains  the  tax  roll,  which  means  that  a 
tax  return  related  to  any  of  those  accounts  would  not  be  expected,  and 
therefore  the  accounts  were  not  included  in  the  Ministry’s  statistics  on 
corporations  in  default  of  filing.  However,  since  these  accounts  were  still 
registered  as  active  with  MCBS  and  any  of  them  might  still  meet  the 
requirements  for  filing  a  tax  return,  tax  returns  could  have  been  required. 


With  respect  to  its  function  of  auditing  taxpayer  returns,  the  Auditor  found  the 

following: 

•  Although  the  number  of  discretionary  field  and  desk  audits  has  increased 
significantly  since  the  time  of  the  Auditor’s  last  audit  in  1996  (field  audits 
have  more  than  doubled,  and  there  has  been  substantial  improvement  in  the 
number  of  desk  audits),  for  corporations  with  annual  gross  revenues  of 
$500,000  and  over,  the  number  of  desk  audits  completed  was  only  about  half 
of  the  number  planned.  For  corporations  with  annual  gross  revenues  of  under 
$500,000,  very  few  field  or  desk  audits  were  performed.  This  limited  the 
degree  to  which  the  Ministry  could  meet  its  objective  of  encouraging  broad- 
based  voluntary  compliance. 

•  Although  the  Ministry  has  made  a  deliberate  decision  to  rely  on  the  Canada 
Customs  and  Revenue  Agency  (CCRA)  for  the  audit  of  smaller  corporations, 
it  needs  to  obtain  the  necessary  information  to  assess  whether  such  reliance  is 
justified. 

•  The  Ministry’s  audit  file  documentation  did  not  clearly  demonstrate  that  the 
necessary  audit  work  had  been  adequately  planned  and  performed  and  that  all 
work  had  been  reviewed  and  approved  by  the  appropriate  manager.  When 
these  steps  are  not  taken,  the  Ministry  cannot  clearly  establish  whether  or  not 
all  taxes  owed  by  the  taxpayer  audited  have  been  correctly  declared  and 
received. 

•  The  Ministry  did  not  provide  sufficient  training  to  auditors  to  promote  their 
technical  competence.  Insufficient  training  may  limit  the  ability  of  auditors  to 
effectively  address  complex  technical  and  industry-specific  tax  issues. 


The  Auditor  also  found  that  the  Branch’s  Tax  Advisory  Unit  did  not  respond  to  all 
inquiries  from  other  units  in  the  Branch  on  a  timely  basis,  and  did  not  ensure  that, 
where  considered  necessary,  all  decisions  by  the  Tax  Appeals  Branch  and  the 
courts  regarding  audit  assessments  and  audit  assessment  reversals  were 
summarized  and  communicated  to  the  appropriate  parties. 
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1.2.1,  Ministry  Response‘s 

The  Ministry  indicated  that  it  appreciates  the  Provincial  Auditor’s  various 
observations  and  suggestions  on  the  administration  of  the  Corporations  Tax 
Program. 

The  Ministry  concluded  that  the  Provincial  Auditor  raised  valid  issues,  many  of 
which  the  Ministry  is  already  in  the  process  of  addressing.  The  Ministry  has 
committed  to  address  changes,  as  recommended  in  the  Report,  in  a  way  that 
appropriately  incorporates  risks  and  available  resources. 

2.  Tax  Return  Filing 

Generally,  all  corporations  with  a  permanent  establishment  in  Ontario,  or  that 
owned  and  received  income  from  or  disposed  of  real  property  in  Ontario  must 
deliver  a  tax  return  for  each  taxation  year  to  the  Ministry.  Alternatively,  a 
corporation  may  annually  file  an  exempt-from-filing  (EFF)  declaration  if  it  meets 
certain  requirements. 

Tax  returns  can  be  filed  in  any  one  of  three  formats.  About  80%  of  filed  returns 
are  in  paper  format  completed  using  ministry-approved  software;  about  10%  are 
in  paper  format  completed  using  ministry-provided  forms;  and  the  remaining  1 0% 
are  filed  on  disk.  From  January  1,  2000  onwards,  the  Ministry  has  been  imaging 
all  paper  returns  processed,  as  well  as  supporting  documentation  submitted  with 
disk-filed  returns. 


Committee  Hearings 


Electronic  Filing 

The  Committee  considered  the  move  to  electronic  filings  of  tax  returns,  and 
specifically  focused  on  challenges  confronting  small  firms  in  the  shift  to  an 
electronic  format.  The  Ministry  explained  that  it  has  a  short  form  (Form  CT23)  to 
provide  a  simplified  method  for  filing  corporations  tax  returns  for  smaller 
business.^  The  majority  print  the  form  and  forward  it  to  the  Ministry 

D-File  Option 

According  to  the  Ministry,  in  excess  of  90%  of  the  corporations  that  file  with  the 
Ministry  use  software  generated  by  the  private  sector.  In  the  range  of  50,000 
corporations  use  the  D-File  (diskette).^  This  method  was  used  primarily  by  larger 
corporations  initially,  but  now  it  includes  a  number  of  small  entities:^ 

Corporations  cannot  currently  file  their  Ontario 
tax  returns  through  the  Internet;  however  the 
Ministry  has  been  accepting  D-File  Ontario  tax 
returns  since  1995.  D-File  is  a  method  of  filing 
the  Ontario  corporate  tax  return  in  an  electronic 
format.  With  D-File,  the  Ontario  tax  return  is 
stored  on  a  diskette  and  submitted  to  the 
Ministry.  Financial  statements,  including  any 
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tax  schedules  that  are  not  included  on  the 
diskette,  are  submitted  in  paper  format  with  the 
diskette  to  complete  the  filing  requirement.  All 
corporations  are  allowed  to  electronically  file 
their  Ontario  tax  returns  using  the  D-File 
method. 

. .  .For  tax  years  ending  in  2001  (the  most  recent 
year  for  which  full  data  is  available,  that  is,  all 
possible  return  due  dates  have  passed),  1 5%  of 
corporations  that  filed  an  Ontario  corporations 
tax  return  used  the  D-File  method.  The 
Ministry’s  D-File  system  does  not  have  the 
necessary  information  to  provide  a  breakdown 
of  the  eorporations  that  use  the  D-File  method 
by  sector  or  industry.  However,  our  [Ministry 
of  Finance]  reeords  do  show  that  approximately 
50%  of  the  corporations  using  the  D-File 
method  are  small  corporations  with  gross 
revenues  less  than  $500,000. 


2001  Tax  Returns  for  Corporations  Using  D-File 

The  following  Ministry  charts  provide  a  breakdown  of  corporations  using  the  D- 
File  method  for  their  2001  tax  returns  by  size  and  type. 
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Corporations  using  D-File  (Revenues  and  Type) 


Gross  Revenue 

(M  =  Million) 

No.  of  Corporations 
using  D-File 

Nil  to  $250,000 

22,068 

$250,000  to 
$500,000 

3,990 

$500,000  to 
$750,000 

2,282 

$750,000  to$1M 

1,593 

$1M  <$10M 

12,297 

$10M  <$25M 

5,442 

$25M  <  $50M 

2,101 

$50M  <$100M 

1,106 

>  $100M 

1,137 

Total 

52,016 

Type  of  Corporation 

No.  of  Corporations 
using  D-File 

C  anadian-C  ontro  1  led 
Private  Corporation 

44,578 

Other  private 

6,762 

Public 

676 

Total 

52,016 

Source:  Letter  from  the  Deputy  Minister  of  Finance  to  the 
Standing  Committee  on  Public  Accounts,  dated  March  17,  2003. 


Corporate  EFILE 

At  the  time  the  hearings,  CCRA  had  a  pilot  on  corporate  Internet  filing.  The 
province  plans  to  look  at  the  results  of  this  pilot  and  then  to  consider  pursuing  this 
filing  option  within  a  year.^  For  taxation  years  ending  in  or  after  2000,  CCRA 
permits  corporations  to  file  certain  income  tax  returns  electronically  through  the 
Internet. 

The  Ministry  indicated  that  it  is  always  interested  in  ways  to  make  it  easier  for 
taxpayers  to  file,  for  example  it  has  shortened  forms.  It  explained  to  the 
Committee  that  it  would  consider  other  means  to  assist  taxpayers,  particularly 
small  corporations,  to  meet  their  reporting  obligations.'^ 
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Electronic  Filing  Participation  Rates 

The  Ministry’s  strategy  is  to  increase  the  participation  rates  of  electronic  filers  in 
the  small  business  sector  using  Internet  filing.  The  Ministry  indicated  that  it  could 
consider  the  federal  experience  and  possibly  partner  with  them  in  some  areas. ' ' 

Committee  Recommendation 


Educational  Strategy  for  Electronic  Filing 

The  Ministry  has  pursued  various  options  to  facilitate  filing  tax  returns,  and  other 
methods  are  under  consideration.  Specifically,  the  province  has  committed  to 
consider  Internet  filing  within  a  year,  and  it  has  issued  several  thousand  requests 
for  corporations  to  file  electronically  in  the  future. 

The  Committee  suggested  that  a  provincial  educational  strategy  for  corporations 
may  assist  the  Ministry  in  realizing  its  objective  to  facilitate  filings  using 

1  T 

electronic  technology. 

The  Committee  therefore  recommends  that: 

1.  The  Ministry  of  Finance  should  report  to  the  Standing  Committee 
on  Public  Accounts  on  the  success  of  electronic  filings  for  corporate 
tax  returns  and  the  action  taken  to  provide  a  corporate  education 
program  to  encourage  this  approach  for  large  and  small  corporations. 
The  Ministry  should  report  to  the  Committee  within  one  hundred  and 
twenty  calendar  days  of  the  date  of  tabling  this  document  with  the 
Speaker. 


2.1.  The  Corporations  Tax  Roll 

The  Ministry’s  Integrated  Tax  Administration  System  (ITAS)  includes  a 
corporations  tax  roll.  As  of  December  2001,  the  corporations  tax  roll  contained 
approximately  1.1  million  registrants,  of  which  763,000  were  active  and  therefore 
expected  to  file  an  annual  return.  The  remaining  registrants  consisted  primarily  of 
corporations  whose  accounts  had  been  closed. 

Since  the  1970s,  information  about  corporations  provided  to  MCBS  has  been  used 
to  update  the  Ministry’s  corporations  tax  roll.  Currently,  on  a  weekly  basis,  all 
changes  in  a  corporation’s  information  that  MCBS  has  received  are  electronically 
transmitted  to  the  Ministry,  and  ITAS  automatically  updates  the  tax  roll.  For 
example,  in  the  case  of  an  amalgamation  of  corporations,  ITAS  opens  a  new 
account  for  the  newly  amalgamated  corporation  that  is  linked  to  the  predecessor 
corporations’  accounts,  which  are  then  closed. 

Database  Registrants  and  Synchronization 

The  Ministry  does  not  regularly  compare  all  active  registrants  in  the  MCBS  and 
ITAS  databases  and  ensure  that  all  corporations  registered  with  MCBS  that  are 
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required  to  file  a  corporations  tax  return  continue  to  be  included  in  the 
corporations  tax  roll  in  ITAS.  As  a  result  of  a  one-time  data  synchronization 
project  in  1999,  MCBS  data  were  used  to  automatically  update  the  corporations 
tax  roll  in  ITAS.  However,  information  describing  how  discrepancies  identified  in 
1998  were  resolved  and  the  results  of  the  data  synchronization  was  not  available 
at  the  time  of  the  audit.  The  Auditor  reported  that  the  Ministry  was  negotiating  an 
agreement  with  MCBS  under  which  the  MCBS  database  and  the  ITAS  tax  roll 
would  be  compared  and  synchronized  every  six  to  1 2  months. 

Committee  Hearings 


Databases 

The  Auditor  recommended  that  the  Ministry  regularly  compare  the  corporations 
tax  roll  with  the  corporations  registered  in  the  Ministry  of  Consumer  and  Business 
Services  database  and  resolve  any  discrepancies  on  a  timely  basis. In  2002,  the 
Ministry  compared  the  full  corporations  tax  roll  with  the  MCBS  database  to 
resolve  any  differences.  The  Ministry  is  in  the  process  of  reconciling  the  data 
from  these  sources  to  improve  the  overall  administration  of  the  Corporations  Tax 
Program.'^ 

The  Ministry  co-operates  with  MCBS,  for  example,  in  terms  of  weekly  updates 
and  twice-yearly  synchronization  of  data.'^  Furthermore,  the  databases  provides 
information  for  different  reasons: 

•  the  corporations  tax  database  covers  corporations  that  may  be  liable  for 
Ontario  corporate  taxes.  Corporations  with  a  permanent  establishment  in 
Ontario,  regardless  of  where  they  are  incorporated  are  included; 

•  MCBS  requires  that  all  businesses  that  carry  on  business  in  Ontario,  even  if 
they  don't  have  a  permanent  establishment  here  are  included  in  its  database; 
and 

•  the  MCBS  database  includes  non-profit  corporations;  although  they  are  not 
liable  for  corporations  tax  and  are  not  part  of  the  corporations  tax  database.'^ 


The  Ministry  acknowledged  that  the  reconciliation  of  the  data  from  these  sources 
is  an  important  part  of  the  administration  of  the  Corporations  Tax  Program.'^ 

Committee  Recommendations 

Database  Reconciliation  and  Information  Updates 

The  Ministry  is  in  the  process,  with  MCBS,  of  introducing  a  semi-annual 
reconciliation  of  the  two-databases,  with  an  initial  comparison  in  October  2002. 

The  Committee  therefore  recommends  that: 

2.  The  Ministry  of  Finance  should  report  to  the  Standing  Committee 
on  Public  Accounts  on  the  progress  made  on  the  reconciliation  of  the 
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Ministry  of  Finance  and  the  Ministry  of  Consumer  and  Business 
Services  databases.  The  Ministry  should  report  to  the  Committee 
within  one  hundred  and  twenty  calendar  days  of  the  date  of  tabling 
this  document  with  the  Speaker. 

Administrative  Procedures  for  Tax  Rolls 

The  Ministry  receives  weekly  MCBS  updates  on  new  corporations  added  to  the 
database  and  corporate  information  changes  for  corporations  currently  in  the 
database.  The  Ministry  updates  its  tax  roll  based  on  this  information. 

The  Committee  therefore  recommends  that: 

3.  The  Ministry  of  Finance  should  report  to  the  Standing  Committee 
on  Public  Accounts  on  the  administrative  procedures  implemented  to 
ensure  timely  and  accurate  updates  on  information  added  to  the  tax 
roll  and  corporate  information  profiles.  The  Ministry  should  report  to 
the  Committee  within  one  hundred  and  twenty  calendar  days  of  the 
date  of  tabling  this  document  with  the  Speaker. 


2.2.  Premature  Account  Closures 

The  Ministry  manually  closed  about  40,000  accounts  in  ITAS  that  were  still 
registered  as  active  with  MCBS  and  might  still  meet  the  requirements  for  filing  a 
tax  return.  However,  the  result  of  closing  the  accounts  was  that  these  corporations 
would  no  longer  be  expected  to  file  a  tax  return  and  would  not  be  included  in  the 
Ministry’s  statistics  on  corporations  in  default  of  filing  tax  returns.  According  to 
the  Auditor,  in  the  case  of  about  15,000  of  these  accounts,  the  corporations  owed 
money  to  the  Ministry,  and  the  accounts  were  closed  in  part  to  permit  the  Ministry 
to  write  off  the  outstanding  amounts.  In  the  opinion  of  the  Auditor,  none  of  these 
accounts  should  have  been  closed,  since  as  noted,  all  were  still  registered  as  active 
with  MCBS,  and  insofar  as  any  of  the  accounts  might  still  meet  the  requirements 
for  filing  a  tax  return,  tax  returns  could  have  been  required. 

Committee  Hearings 

The  Ministry  closed  out  companies  that  were  no  longer  in  business,  and  those  that 
could  not  be  contacted  or  collect  taxes  on.  Of  the  accounts  closed  out  in  MCBS, 
the  40,000  accounts  identified  could  still  owe  the  province  a  return.  This  process 
will  not  be  followed  in  the  future.  The  Ministry  acknowledged  that  it  should  have 
gone  through  the  charter  cancellation  process  initially."’ 

Committee  Recommendation 


Active  Accounts/Filing  Requirements 

The  Committee  concluded  that  the  manual  closure  of  ITAS  accounts  registered  as 
active  with  MCBS  and  that  may  still  meet  filing  requirements  require  review. 
Furthermore,  administrative  procedures  are  required  to  prevent  reoccurrences. 
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The  Committee  therefore  recommends  that: 

4.  The  Ministry  of  Finance  should  develop  procedures  to  ensure  that 
accounts  are  not  closed  without  meeting  all  established  criteria. 
Specifically,  an  account  should  not  be  closed  unless  it  has  been 
determined  that  the  corporation  is  inactive  and  not  in  arrears,  while 
still  registered  as  active  with  the  Ministry  of  Consumer  and  Business 
Services.  Specifically,  a  corporation’s  account  that  is  in  arrears  should 
not  be  closed  just  to  permit  the  Ministry  to  write  off  the  outstanding 
amounts.  The  Ministry  should  report  to  the  Committee  within  one 
hundred  and  twenty  calendar  days  of  the  date  of  tabling  this 
document  with  the  Speaker. 


2.3.  Corporations  in  Default  of  Filing 

In  any  year,  a  certain  number  of  active  corporations  are  in  default  of  filing  tax 
returns,  and  many  of  these  corporations  have  failed  to  file  returns  over  a  number 
of  years.  For  example.  Ministry  records  indicated  that  in  2001,  355,000 
corporations,  from  a  total  of  763,000  corporations  with  active  accounts,  were  in 
default  of  filing  returns.  The  total  outstanding  returns  for  all  the  years  in  which 
those  corporations  failed  to  file  was  930,000. 

Overall,  the  increases  in  the  number  of  corporations  in  default  of  filing  since  the 
last  audit  are  largely  attributable  to  the  Ministry’s  reduced  efforts  in  recent  years 
in  following  up  on  overdue  returns  (e.g.,  use  of  default  notification  letters,  and 
cancellation  of  corporate  charters  and  seizure  of  assets).  Furthermore,  there  are 
reported  inaccuracies  in  ITAS  (e.g.,  errors  in  the  addresses  of  71,000  corporations 
in  default  of  filing  returns). 

The  Ministry’s  response  in  the  Auditor’s  report  outlined  the  steps  being  taken  to 
address  these  matters 

•  weekly  reports  from  MCBS  database  will  be  analyzed  in  comparison  to  the 
corporations  tax  database; 

•  another  comprehensive  synchronization  of  the  two  databases  was  planned  for 
the  fall  of  2002; 

•  provision  of  additional  staff  and  information  technology  (IT)  resources  to 
more  effectively  follow  up  on  corporations  with  outstanding  returns  (the 
corporations  tax  database  matched  with  federal  data  to  further  enhance  current 
risk  assessment  techniques); 

•  selective  default  notices  have  and  continue  to  be  issued  for  higher-risk 
corporations’  tax  returns  that  are  overdue;  and 

•  charter  cancellation  will  be  enforced  for  non-compliant  corporations. 


On  an  ongoing  basis,  the  Ministry  committed  to  continue  to  assess  whether 
additional  staff  and  IT  resources  are  required  to  adequately  address  the  volume  of 
accounts  with  outstanding  tax  returns  or  annual  declarations  due  and  to  validate 
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their  exempt-from-filing  status.  This  would  also  include  reviewing  the  practice  and 
criteria  for  selective  sending  of  default  notices." 

Committee  Hearings 


Corporations  in  Default 

The  Ministry’s  estimate  of  the  corporate  taxes  owing  is  approximately  $115 
million. Some  corporations  have  been  in  default  of  filing  for  several  years,  and 
according  to  the  Ministry,  most  of  them  would  be  small,  with  under  half  a  million 
dollars  in  gross  revenues.^^  The  Ministry  provided  supplementary  information  on 
tax  accounts  in  default,  estimated  to  be  $16  million  in  1996  and  $33  million  in 
1998.^^ 

The  Ministry  provided  the  following  profile  of  the  corporations  in  default: 

•  one  third  are  corporations  that  are  no  longer  in  business,  never  started  or  are 
insolvent; 

•  one  third  are  exempt-from-filing.  However,  they  have  failed  to  file  the 
necessary  documentation  with  the  Ministry  to  indicate  that  they  are  exempt- 
from-filing  and  have  not  met  all  the  other  requirements;  and 

•  one  third  owe  a  corporate  tax  return,  and  they  may  or  may  not  owe  the 
Ministry  tax,  as  the  corporation  could  have  paid  taxes  through  instalments 
during  the  year.  Therefore,  not  having  filed  a  return  does  not  necessarily  mean 
that  taxes  are  outstanding.^^ 

The  Ministry  explained  that  the  number  of  corporations  in  default  of  filing  a 
return  has  increased.  This  situation  has  been  attributed  to  various  factors, 
including  the  introduction  of  a  new  annual  filing  requirement  for  corporations  that 
qualify  for  exempt-from-filing  status.  In  addition,  the  corporations  tax  roll  has 
grown  significantly  over  the  last  few  years. 

Ministry  Enforcement  Action 

The  Auditor  recommended  that  better  use  should  be  made  of  enforcement 
mechanisms  to  promote  compliance  in  instances  of  defaulting  corporations,  and  a 
determination  as  to  whether  additional  resources  and  procedures  are  required  for 
follow-up  on  outstanding  accounts.  Prior  to  addressing  specific  Committee 
concerns  such  as  the  tax  backlog,  outstanding  data  for  returns,  and  the  charter 
cancellation  option,  it  is  necessary  to  provide  some  context  on  the  steps  taken  by 
the  Ministry,  as  reported  during  the  hearings: 

•  Cancellation  of  Corporate  Charters:  In  1997,  the  Ministry  realized  that  the 
information  in  its  corporations  tax  computer  system  was  not  reliable  for  the 
cancellation  of  corporate  charters,  and  this  mechanism  was  stopped.^^  The 
Ministry  is  in  the  process  of  implementing  a  system  to  ensure  that 
corporations  with  outstanding  returns,  or  declarations  (in  the  case  of  the  EFF 
forms),  either  file  with  the  Ministry,  or  risk  cancellation  of  their  charters  (see 
section  on  Corporate  Charters). 
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•  EFF  Corporations:  In  2000  a  new  annual  filing  requirement  for  EFFs^‘ 
corporations  was  introduced.^^  Until  2000,  a  corporation  was  required  to  file  a 
declaration  that  they  were  exempt-from-filing  once  and  it  was  not  necessary  to 
re-file  every  year.  In  2000  the  Ministry  required  that  these  corporations  file 
each  year  that  they  continue  to  be  exempt-ffom-filing.^^  This  additional  filing 
requirement  increased  the  number  of  returns  or  declarations  at  the  Ministry.^"^ 

In  response  to  the  number  of  corporations  in  default,  the  Ministry  has  taken  the 

following  steps: 

•  Identification  and  Compliance  Unit:  In  1997,  the  Ministry  created  the  Unit  to 
address  non-registrants  and  non-filers  for  most  of  the  tax  programs.  For  the 
first  few  years,  the  Unit’s  primary  focus  was  addressing  the  backlog  of  Retail 
Sales  Tax  (RST)  accounts  in  default  of  filing,  which  is  now  completed.  The 
Ministry  confirmed  that  $126  million  in  RST  had  been  assessed  as  part  of 
addressing  the  backlog.  In  2001  the  Ministry  shifted  compliance  resources  in 
the  Unit  to  corporations  tax,  and  as  of  February  2003  the  Ministry  has 
followed  up  with  approximately  12,000  corporations: 

About  half  are  now  in  compliance  or  have 
indicated  that  they  never  started  a  business.  Of 
the  355,000  corporations  that  have  failed  to  file 
returns,  we  know  that  7 1 ,000  have  incorrect 
addresses.  To  date,  we  have  traced  more  than 
42,000  of  the  71,000  and  we'll  clear  the 
remaining  inventory  by  the  end  of  March  of  this 
year  [2003]...^'’ 

In  summary,  by  April  30,  2003  the  Ministry  will  have  issued  notices  to  all  the 
corporations  in  default  of  filing  either  a  return  or  an  EFF  form.  Follow-up 
notices  or  telephone  contact  will  be  used  in  the  event  that  responses  are  not 
received  to  the  initial  notice.  Under  the  Provincial  Offences  Act  the  province 
can  prosecute  directors  of  corporations  who  fail  to  file  tax  returns. 

•  Automated  Request  for  Filing:  The  system  was  implemented  in  November 
2002  to  request  prior  years'  returns,  in  the  event  that  a  corporation  filed  the 
current  year’s  return  but  not  the  previous  year’s  return.  The  Ministry  issued 
approximately  4,600  requests  to  corporations  to  file  under  this  scheme.^^ 

•  Assistance  from  Tax  Professionals:  As  part  of  the  initiative  to  eliminate  the 
backlog  of  non-filers,  the  Ministry  plans  to  communicate  with  professionals  in 
the  field  (e.g.,  tax  practitioners  and  accounting  associations),  to  inform  them 
of  corporate  filing  requirements,  thereby  encouraging  compliance,"**^ 

•  Arbitrary  Assessment  of  Taxes:  An  assessment  based  on  the  most  recently 
filed  return  has  seldom  been  used.  An  automatic  request  would  be  generated 
in  such  cases  and  a  follow-up  initiated  through  a  notification  letter."*'  In  the 
event  that  a  response  is  not  received  the  Ministry  would  prepare  an  arbitrary 
assessment  of  taxes  outstanding."*^ 
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•  Prosecute  Corporate  Directors:  The  Ministry  will  issue  filing  notices  to  all 
the  corporations  in  default,  and  follow-up  with  those  who  do  not  respond. 
Under  the  Provincial  Offences  Act  the  province  can  prosecute  corporate 
directors  for  failing  to  file  tax  returns,  and  issue  fines.  In  addition,  to  the 
cancellation  of  a  corporation's  charter  for  failure  to  file  the  required  tax  return, 
the  province  can  impose  late  filing  penalties  of  up  to  1 7%  of  the  tax  owing, 
and  the  fines  are  increased  to  50%  in  the  case  of  repeat  late  filers."*^ 

Corporations  Tax  Return  Backlog 

The  Ministry  of  Finance’s  Corporations  Tax  Branch  is  responsible  for  the 
administration  of  and  enforcement  of  the  processing  of  returns,  assessing  taxes, 
conducting  field  and  desk  audits,  maintaining  the  tax  roll  and  taxpayer  accounts 
and  providing  tax  advisory  services.'*'^  The  Collections  and  Compliance  Branch 
has  responsibility  for  collecting  delinquent  taxes,  pursuing  outstanding  returns 
and  taking  progressive  actions  to  collect  outstanding  returns  and  past-due  taxes."*^ 

In  the  2002  fiscal  year,  the  corporations  tax  revenue  was  $6.6  billion  from  over 
800,000  corporations."*^  The  backlog  in  recent  years  has  been  attributed  in  part  to 
the  increase  in  the  number  of  corporations  required  to  file  with  the  Ministry,  and 
the  introduction  of  a  new  annual  filing  requirement  for  EFF  corporations.  In  the 
mid  to  late  1990s,  the  Ministry  hired  241  new  audit  staff,  and  brought  in  $434 
million  in  revenues  in  the  corporations  tax  area  specifically.  In  total,  the  Ministry 
has  hired  752  new  auditors  and  collectors,  and  collected  $1.4  billion  in 
outstanding  revenues.*** 

The  Ministry  provided  additional  resources  to  address  the  backlog."*^  The  backlog 
in  Retail  Sales  Tax  has  been  addressed,  and  the  Ministry  plans  to  address  most  of 
the  corporations  tax  backlog  in  the  coming  year. 

. . .  [the  Ministry  is]  making  the  systems  changes 
that  will  enable  us  to  issue  the  dunning  letters 
on  a  regular  basis,  and  cancel  the  charters.  We 
have  resources  in  place  to  deal  with  the  initial 
sending  out  of  all  the  notifications  that  we'll  be 
sending  out  in  April  [2003],  the  over  300,000 
notices  that  the  Provincial  Auditor  noted  in  his 
report.  We'll  also  be  asking  for  some  additional 
temporary  resources  to  help  us  work  through 
this  backlog.'"’** 

Furthermore,  the  Ministry  explained  that  systems  changes  have  been  introduced 
supported  by  new  resources,  and  that  once  the  backlog  is  addressed,  these 
adjustments  should  permit  the  Ministry  to  remain  current.^'  The  Auditor  reported 
that  in  February  2001  the  Ministry  had  shifted  resources  to  establish  the 
Identification  and  Compliance  Unit  to  follow  up  on  corporations  in  default. 

By  the  end  of  December  200 1 ,  approximately 
2,700,  or  80%,  of  the  3,400  corporations  that  the 
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Ministry  followed  up  on  filed  the  required 
returns.  These  returns  generated  $2.6  million  in 
self-assessed  tax.  In  addition,  30  corporations 
were  arbitrarily  assessed  taxes  totalling 
$130,000.  The  Ministry  advised  us  [Provincial 
Auditor’s  office]  that  it  hopes  to  collect  $115 
million  in  additional  taxes  from  all  corporations 
in  default  of  filing  a  required  return  by  the  end 
of  the  2003/04  fiscal  year.^^ 

The  Ministry  indicated  that  by  the  end  of  April  2003  it  will  have  put  in  place  a 
process  for  contacting  all  corporations  in  default,  thereby  addressing  the  ITAS 
inaccuracies  (e.g.,  addresses).  It  is  expected  to  take  over  two  years  before  the 
audits  are  completed  and  objections  heard,  but  the  majority  should  be  cleared  up 
in  two  years. Corporations  exempt-from-filing  now  have  to  file  an  annual 
declaration  indicating  that  they  continue  to  have  exempt  status,  as  they  meet  the 
criteria  of  an  EFF  corporation.^"*  In  the  event  that  they  do  not  file  the  required 
form  or  the  declaration,  they  are  in  default  of  filing. 

There  is  a  communication  plan  to  inform  corporations  of  their  responsibility  to 
file  returns  or  declarations,  and  secondly  to  generally  improve  the  process.^^  The 
Ministry  has  new  temporary  resources,  and  it  will  request  additional  resources  to 
retire  the  backlog. 


Committee  Recommendation 


Tax  Backlog  Follow-up 

The  Committee  noted  that  the  Auditor  estimated  that  using  current  processes,  the 
follow-up  process  would  take  a  significant  number  of  years  to  clear  all 
corporations  taxes  currently  in  arrears.  The  Committee  is  encouraged  by  the 
Ministry’s  commitment  to  address  outstanding  returns  by  the  year-end,  given  the 
complexity  of  the  process  and  the  resource  requirements  to  identify  hundreds  of 
thousands  of  corporations.^^  The  Committee  is  of  the  opinion  that  the 
reconciliation  process  requires  a  firm  commitment  to  the  fast-tracking  schedule 
announced. 

The  Committee  therefore  recommends  that; 

5.  The  Ministry  of  Finance  should  report  to  the  Standing  Committee 
on  Public  Accounts  on  the  progress  made  under  its  follow-up 
initiative  to  address  the  backlog  of  corporations  in  default  of  filing  tax 
returns.  This  report  should  assess  the  enforcement  approach  adopted 
and  the  overall  impact  (e.g.,  the  number  of  firms  investigated  and  the 
number  of  those  still  in  default,  and  total  taxes  collected  and 
outstanding).  The  Ministry  should  report  to  the  Committee  within  one 
hundred  and  twenty  calendar  days  of  the  date  of  tabling  this 
document  with  the  Speaker. 
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Outstanding  Tax  Data 

The  Auditor  recommended  that  returns  be  processed  more  quickly  by  following 
up  on  missing  information  on  a  timely  basis.  In  conjunction  with  the  issue  of  non- 
compliance  with  filing  returns,  the  Committee  expressed  concern  over  the 
Ministry's  ability  to  obtain  the  necessary  corporate  tax  data  from  the  federal 
government.^^^ 

The  Ministry  indicated  that  action  has  been  taken  to  address  omissions  in 
outstanding  accounts.^'  Specifically,  it  has  implemented  an  automatic  process  to 
deal  with  returns  lacking  one  or  more  prior  years'  claims,  and  improving 
processes  used  to  follow  up  on  other  missing  information  on  a  timely  basis  (e.g., 
items  from  the  taxpayer  and  verification  from  regulatory  bodies  such  as  the 
CCRA).  An  automatic  request  is  generated  in  such  cases,  and  a  follow-up  process 
initiated  through  a  notification  letter.^^  In  the  event  that  a  response  is  not  received 
the  Ministry  would  prepare  an  arbitrary  assessment  of  tax  for  a  given 
corporation.^^ 


Charter  Cancellation  Process 

The  Ministry  explained  that  initially  errors  were  encountered  in  charter 
cancellations,  and  the  process  was  stopped  due  to  system  problems.^"^  The 
Ministry  of  Finance  and  the  Ministry  of  Consumer  and  Business  Services 
provincial  corporation  charter  cancellation  process  was  subsequently  modified, 
and  cancellations  are  proceeding. 

Cancellation  is  now  based  on  a  series  of  progressive,  documented  steps. As  part 
of  this  process  a  new  computer  identification  system  was  being  developed  in 
February  2003.^’  MCBS  publishes  the  corporation's  name  in  the  Ontario  Gazette 
indicating  pending  charter  cancellations.  The  Ministry  uses  the  following  steps 
to  encourage  compliance,  prior  to  cancellation: 

•  in  the  case  of  an  active  business  that  has  neither  filed  a  return  nor  provided  a 
declaration,  it  would  have  to  file  a  declaration  indicating  its  current  status;  and 

•  the  Ministry  could  arbitrarily  make  an  assessment  against  returns  for  previous 
years,  and  subject  to  the  particulars  of  the  case,  the  province  may  pursue  the 
directors  under  the  Provincial  Offences  Act.^^ 

Over  approximately  the  past  1 8  months,  attention  has  focused  on  corporations  tax, 
resulting  in  approximately  12,000  corporations  being  identified  and  processed. 
Some  of  this  group  will  have  their  charter  cancelled.^^ 

Committee  Recommendations 


Amended  Charter  Cancellation  Process 

The  Committee  has  noted  the  factors  contributing  to  the  significant  number  of 
corporations  in  default  of  filing  tax  returns,  and  the  Ministry’s  initiatives  to  rectify 
this  situation.  The  Committee  supports  the  Ministry’s  position  that  due  diligence 
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before  any  cancellations  is  essential.  Other  options  include  the  prosecution  of 
corporate  directors,  and  the  issuance  of  fines. 

Given  the  complexities  of  non-compliance  in  filing  tax  returns  and  the  severity  of 
the  various  options  contemplated,  the  Committee  is  in  full  agreement  with  the 
documented  steps  approach  introduced.  An  accurate  accounting  of  the 
enforcement  process  is  essential  to  avoid  the  previous  errors  encountered  in 
charter  cancellations. 

Therefore  the  Committee  recommends  that; 

6.  The  Ministry  of  Finance  should  report  to  the  Standing  Committee 
on  Public  Accounts  on  charter  cancellations.  This  report  should 
include  an  assessment  of  the  cancellation  methodology,  indicating 
follow-up  notification  steps  in  the  cases  of  protracted  non-compliance, 
the  use  of  prosecutions  of  corporate  directors,  and  the  fines  and 
penalties  levied.  The  Ministry  should  report  to  the  Committee  within 
one  hundred  and  twenty  calendar  days  of  the  date  of  tabling  this 
document  with  the  Speaker. 

Corporation-initiated  Charter  Cancellation 

In  addition  to  the  Ministry’s  initiatives  on  the  procedures  to  be  followed  in 
cancellation  of  corporate  charters,  the  Committee  has  concluded  that  company 
owners  have  a  responsibility  to  proactively  cancel  their  charter  when  they  have 
decided  not  to  conduct  business  in  the  future  under  a  given  corporate  entity,  or 
when  a  corporation  has  been  inactive  for  an  extended  period  of  time  and  is  not  in 
arrears. 

Part  XVI  of  the  Business  Corporations  Act  provides  procedures  for  the  voluntary 
winding  up  and  dissolution  of  corporations,  both  those  that  have  been  active  and 
those  that  have  never  been  active.  The  fees  charged  by  the  Ministry  for  the  filings 
in  voluntary  dissolutions  are  modest,  in  the  order  of  twenty-five  dollars.  The 
Committee  notes  that  many  inactive  corporations  remain  undissolved  even  though 
they  are  not  in  arrears,  are  without  debt,  and  are  not  likely  to  be  active  in  the 
future.  If  the  obligation  to  file  annual  tax  returns  is  left  unmet  by  corporations,  the 
burden  and  cost  of  follow-up  on  unfiled  tax  returns  rests  with  the  province.. 

The  Committee  has  concluded  that  it  is  necessary  that  the  Ministries  of  Consumer 
and  Business  Services  and  Finance  make  a  determined  effort  to  inform  the 
directors  and  shareholders  of  the  option  of  charter  cancellation  at  minimal  cost 
through  the  voluntary  dissolution  of  an  inactive  corporation. 

Notice  on  Involuntary  Charter  Cancellation 

In  the  event  that  a  corporation  does  not  file  its  tax  return  as  required  for  a  given 
year,  the  Committee  has  concluded  that  provincial  action  is  required  to  initiate 
charter  cancellation  in  the  next  taxation  year,  by  way  of  a  notice  enclosed  with  the 
Ministry’s  taxation  material  for  the  subsequent  year.  The  notice  would  set  out  the 
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consequences  of  charter  cancellation  by  the  province  (subject  to  the  proper 
notification  of  creditors),  and  requirements  to  avoid  such  action. 

In  the  event  that  a  corporation  decides  not  to  respond  to  the  notice,  the  dissolution 
of  the  charter  would  be  automatic  at  the  end  of  nine  months,  and  therefore  a 
provincial  corporate  taxation  package  would  not  be  required  in  the  third  year.  The 
Committee  has  concluded  that  this  approach  would  effectively  place  the  burden  of 
responsibility  and  cost  with  the  corporation.  Finally,  it  may  be  appropriate  for  the 
province  to  conduct  consultations  on  this  matter,  particularly  with  professionals  in 
taxation  and  related  fields,  as  well  as  the  wider  public  as  necessary,  on  how  this 
change  could  most  effectively  be  implemented. 

Therefore  the  Committee  recommends  that: 

7.  The  Ministry  of  Consumer  and  Business  Services  and  Ministry  of 
Finance  should  work  together  to  encourage  directors  and 
shareholders  to  voluntarily  dissolve  inactive  corporations.  In  the 
event  that  a  corporation  does  not  file  in  a  given  year,  the  Ministry  of 
Finance  should  forward  a  notice  with  the  taxation  package  for  the 
subsequent  taxation  year,  informing  the  corporation  that  its  charter 
will  be  automatically  cancelled  at  the  end  of  nine  months,  unless  all 
outstanding  tax  forms  have  been  fded.  The  Ministry  should  report  to 
the  Committee  within  one  hundred  and  twenty  calendar  days  of  the 
date  of  tabling  this  document  with  the  Speaker. 


3.  Ministry  Audit  Activities  Regarding  Taxpayers 

The  Ministry  conducts  three  types  of  audits  which  include  discretionary  field 
audits  which  are  generally  limited  to  corporations  reporting  over  $7  million  in 
annual  gross  revenues  and  conducted  at  the  taxpayer’s  premises;  discretionary 
desk  audits  generally  limited  to  corporations  reporting  between  $500,000  and  $7 
million  in  annual  gross  revenues,  conducted  in  two  of  the  Ministry’s  regional  tax 
offices;  and  nominal  desk  audits  are  a  mandatory  review  of  a  corporation’s 
returns. 

Ontario  corporations  may  also  be  subject  to  audit  by  the  federal  CCRA.  However, 
except  for  the  sharing  of  federal  corporations  tax  assessments  and  reassessments, 
there  have  been  only  limited  attempts  to  co-ordinate  audit  coverage  between  the 
two  jurisdictions. 

3.1.  Audit  Coverage 

The  Ministry  completed  94%  of  the  planned  number  of  discretionary  field  audits 
of  corporations.  The  largest  of  these  corporations  have  generally  been  audited  on 
a  three  to  four-year  cyele  as  planned,  and  the  number  of  discretionary  field  audits 
completed  has  more  than  doubled  overall  since  the  last  audit  in  1996.  However, 
the  Ministry  conducted  only  about  one  half  of  the  planned  number  of 
discretionary  desk  audits. 


18 


The  Auditor  was  concerned  that  corporations  with  annual  gross  revenues  of  less 
than  $500,000,  which  represent  about  87%  of  the  total  number  of  corporations  on 
the  tax  roll,  are  not  normally  audited  unless  specific  issues  are  identified. 

CCRA  Audits 

A  significant  proportion  of  CCRA  audits  are  of  smaller  corporations,  many  with 
revenues  of  less  than  $300,000.  The  Ministry  decided  that  the  audit  coverage  of 
these  corporations  should  be  left  to  the  CCRA.  However,  the  Ministry  did  not 
obtain  specific  information  about  the  CCRA  small-business  audit  program  on 
which  to  base  such  reliance.  For  example,  it  did  not  obtain  and  monitor 
information  about  audit  coverage,  audit  selection  criteria,  the  nature  and  extent  of 
work  performed,  and  the  results  obtained. 

Discretionary  Desk  Audits 

The  Auditor  recommended  that  the  Ministry  should  conduct  the  planned  number 
of  discretionary  desk  audits  of  corporations  with  annual  gross  revenues  of 
between  $500,000  and  $7  million;  and  consider  the  advisability  of  auditing,  based 
on  assessed  risks,  more  corporations  with  annual  gross  revenues  of  under 
$500,000.  Alternatively,  if  the  Ministry  continues  to  rely  on  Canada  Customs  and 
Revenue  Agency  audits,  the  Ministry  should  obtain  and  monitor  specific 
information  about  the  CCRA  small-business  audit  program  so  that  it  can  assess 
whether  the  program  is  meeting  its  expectations  and  whether  the  Ministry’s 
reliance  on  the  CCRA  audits  is  justified. 

In  response,  the  Ministry  has  committed  to  undertake  the  following; 

•  set  realistic  targets  for  the  number  of  discretionary  desk  audits  to  be 
undertaken;  and 

•  collect,  monitor,  and  analyze  data  on  the  actual  number  of  completed  audits 
against  the  budgeted  figures  on  a  monthly  basis  and  take  appropriate  action  to 
ensure  the  planned  number  of  audits  are  completed. 


The  Ministry  explained  that  it’s  reliance  on  CCRA  audits  of  the  smallest 
corporations  on  the  tax  roll  is  intended  to  achieve  efficient  use  of  Ministry 
resources  and  minimize  the  compliance  burden  for  these  smaller  corporations. 
However,  the  Corporations  Tax  Branch  will  obtain  additional  information  from 
the  CCRA  about  its  small  business  audit  program  to  better  assess  the  ongoing 
effectiveness  of  this  approach  and  make  such  changes  as  are  indicated  by  that 
review. 

Committee  Hearings 

Ministry  Follow-up  with  CCRA 

The  Ministry  is  establishing  a  new  Audit  Control  and  Analysis  Unit  in  the 
Corporations  Tax  Branch.^'  This  Unit  will  ensure  that  the  range  of  corporations 
selected  for  audit  is  sufficiently  diverse,  and  it  will  consult  with  the  federal  tax 
collector  (CCRA)  on  its  audit  programs,  specifically  the  criteria  followed.^^  The 
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Committee  noted  that  this  review  with  its  federal  counterpart  would  entail  a 
comparison  of  provincial  corporate  audit  results  with  those  of  the  CCRA  on  an 
ongoing  basis. 


Committee  Recommendation 


The  Committee  endorsed  the  Auditor’s  position  that  reliance  on  the  CCRA  audits 
requires  monitoring  of  the  federal  small-business  audit  program.  On  the  basis  of 
this  review,  the  Ministry  would  be  able  to  determine  any  benefit  of  conducting 
audits  independent  of  the  CCRA  over  the  long  term. 

The  Committee  therefore  recommends  that: 

8.  The  Ministry  of  Finance  should  report  to  the  Standing  Committee 
on  Public  Accounts  on  the  adequacy  of  the  audit  coverage  provided 
for  small  businesses  by  the  Canada  Customs  and  Revenue  Agency.  A 
provincial  review  of  the  federal  audit  program  should  determine 
whether  the  Ministry’s  coverage  and  audit  objectives  are  being  met, 
including  an  evaluation  of  the  means  of  limiting  the  compliance 
burden  for  small  corporations,  while  optimizing  resources.  Finally,  it 
should  establish  the  overall  effectiveness  of  this  approach.  The 
Ministry  should  report  to  the  Committee  within  one  hundred  and 
twenty  calendar  days  of  the  date  of  tabling  this  document  with  the 
Speaker. 

3.2.  Discretionary  Field  and  Desk  Audits 

Audit  Selection 

To  ensure  that  the  Ministry  obtains  the  correct  amount  of  tax  owing,  and  to 
encourage  broad-based  voluntary  compliance,  it  would  be  expected  that  the 
selection  process  would  target  those  corporations  with  the  highest  assessed  risks 
of  significant  non-compliance  and  that  the  audit  selection  process  would  target  a 
sufficiently  diverse  range  of  corporations. 

According  to  the  audit  report,  prior  to  the  implementation  of  ITAS  in  1995,  the 
Ministry  used  to  have  a  system  in  place  that  automatically  ranked  all  processed 
returns  using  a  risk-based  point  system  and  made  selections  from  the  ranked 
returns.  Such  a  system  is  no  longer  in  use.  Instead,  senior  audit  managers  in  each 
of  the  four  regional  offices  and  in  the  Corporations  Tax  Branch  randomly  select 
groups  of  20  to  50  corporations  from  a  listing  of  the  portion  of  the  tax  roll 
assigned  to  them.  They  then  conduct  a  cursory  review  of  the  tax  returns  of  each  of 
these  corporations  and  select  on  the  basis  of  their  own  judgment  10  to  20  of  them 
for  a  discretionary  field  audit.  A  similar  process  is  followed  for  selecting 
corporations  for  discretionary  desk  audits,  although  the  initial  random  selection  is 
made  from  a  listing  of  corporations  that  meet  certain  criteria. 

The  Auditor  had  concerns  with  respect  to  the  current  selection  process.  During  the 
audit,  the  Auditor  was  advised  that  the  Ministry  was  in  the  process  of  developing 
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general  guidelines  for  audit  managers  to  consider  during  the  initial  file  reviews  as 
well  as  a  checklist  that  would  document  their  file  review. 

In  contrast  to  the  Ministry’s  informal  audit  selection  process,  the  CCRA  uses  a 
detailed  risk-assessment  process  to  assess  potential  workload,  and  to  identify 
specific  audit  issues  and  continues  throughout  the  progress  of  the  audit  to  ensure 
that  only  material  issues  are  pursued.  For  smaller-sized  corporations,  the  CCRA 
uses  computerized  information-matching  procedures  and  applies  qualitative  and 
quantitative  statistical  analyses  to  identify  and  select  for  audit  those  corporations 
with  a  high  probability  of  non-compliance. 

The  Ministry’s  Tax  Revenue  Division  initiated  an  Audit  Selection  Project  in  July 
of  2001  that  deals  with  all  taxpayer  audit  activities  for  all  the  different  types  of 
taxes  collected  by  the  Ministry.  The  objective  of  the  project  is  to  identify  and 
document  the  current  audit  selection  methods  used  by  branches  of  the  Ministry 
involved  with  tax  collection  and  the  Ministry’s  regional  tax  offices  in  order  to 
identify  best  practices  and  assess  the  feasibility  of  centralizing  the  audit  selection 
function. 

The  Auditor  recommended  that  the  Ministry  should  ensure  that  its  audit  selection 
process  assesses  the  risk  of  significant  non-compliance  for  all  corporations  and 
selects  those  with  the  highest  assessed  risk  of  significant  non-compliance;  and 
monitors  the  range  of  corporations  selected  for  audit  to  ensure  that  it  is 
sufficiently  diverse  in  terms  of  industry  type  and  location  to  encourage  broad- 
based,  voluntary  compliance. 

While  the  Ministry’s  current  selection  process  incorporates  consideration  of  risk 
of  non-compliance,  it  will  further  investigate  the  use  of  a  more  formalized  risk- 
based  approach  to  further  enhance  the  selection  process  for  both  field  and  desk 
audits.  The  Ministry  is  also  in  the  process  of  establishing  a  new  Audit  Control  and 
Analysis  Unit  in  the  Corporations  Tax  Branch  that  will  maintain  and  analyze  a 
database  of  all  assigned  and  completed  audits.  The  unit  will  ensure  that  the  range 
of  corporations  selected  for  audit  is  sufficiently  diverse  in  terms  of  industry  and 
location. 


Committee  Hearings 


Discretionary  Desk  Audits  (1998-present) 

The  discretionary  desk  audit  function  was  re-established  as  a  result  of  the 
Ministry’s  Tax  Integrity  Program. The  Committee  noted  that  the  former  risk- 
based  point  system  was  replaced  by  a  less  structured  selection  process  for  these 
discretionary  field  audits. Now  the  Ministry  is  reviewing  the  former  risk-based 
assessment  approach. 

Audit  Targets 

The  Auditor  reported  that  the  Ministry  conducted  only  about  one  half  of  the 
planned  number  of  discretionary  desk  audits  of  corporations  reporting  annual 
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gross  revenues  of  $500,000  or  more.^^  The  Ministry  explained  that  production 
was  below  expectations  for  these  audits  because  they  had  anticipated 
approximately  1 5  hours  per  audit  for  the  discretionary  desk  audits,  but  in  practice 
it  required  almost  20  hours,  as  many  staff  were  new. 

The  Committee  enquired  whether  the  Ministry  had  been  directed  to  meet  the 
number  of  planned  discretionary  audits,  and  if  there  were  plans  to  increase  the 
number. For  the  2000-01  taxation  period  the  Ministry  completed  53%  of  the 
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total  planned  discretionary  audits. 

In  the  future,  the  Ministry  is  committed  to  meet  targets  for  these  audits,  based  on 
an  established  percentage  of  all  filers.^'  The  Ministry  is  in  the  process  of  assessing 
its  audit  procedures  with  respect  to  the  number  of  audits.  Also,  as  noted,  it  is 
working  with  the  CCRA  on  their  audit  coverage,  particularly  for  smaller 
businesses  where  the  Ministry  relies  entirely  on  the  CCRA.  Ministry  monitoring 
of  CCRA  is  intended  to  ensure  that  this  approach  meets  provincial  objectives. 

Committee  Recommendation 

Projected  Discretionary  Desk  Audits 

The  Committee  reiterated  the  merit  of  the  Auditor’s  position  that  the  Ministry 
conduct  the  planned  number  of  discretionary  desk  audits  and  reconsider  auditing 
based  on  assessed  risks.  The  Committee  is  encouraged  that  the  Ministry  is  in  the 
process  of  investigating  a  more  formalized  risk-based  approach  to  enhance  the 
selection  process  for  auditing. 

The  Committee  noted  that  the  Ministry  has  committed  to  meet  its  target  for  2003 
for  discretionary  desk  audits.  It  is  the  Committee’s  understanding  that  this  number 
will  increase  based  on  population,  placing  increasing  pressure  on  Ministry 
resources  to  maintain  an  ideal  audit  coverage  rate.  The  proposed  Audit  Control 
and  Analysis  Unit  is  to  maintain  and  conduct  analysis  of  the  database  on  assigned 
and  completed  audits,  ensuring  a  diverse  audit  range  by  industry  and  geographical 
location. 

The  Committee  therefore  recommends  that: 

9.  The  Ministry  of  Finance  should  report  to  the  Standing  Committee 
on  Public  Accounts  on  the  performance  of  the  discretionary  desk 
audit  function,  including  the  number  of  audits  planned  and  completed 
and  results  for  2002-03.  In  addition,  the  Ministry  should  provide  the 
assessment  of  this  Unit,  prepared  by  the  Audit  Control  and  Analysis. 
The  Ministry  should  report  to  the  Committee  within  one  hundred  and 
twenty  calendar  days  of  the  date  of  tabling  this  document  with  the 
Speaker. 
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4.  Training  Needs 

Over  the  past  five  years,  a  great  number  of  auditors  were  hired  for  both 
discretionary  desk  and  field  audits.  Since  the  desk  audit  positions  in  particular  are 
considered  to  be  entry-level,  some  of  the  individuals  hired  for  these  positions  did 
not  have  extensive  audit  or  taxation  backgrounds.  The  Ministry’s  initial  training 
of  auditors  consisted  of  an  introductory  course  that  covered  the  basic 
requirements  of  the  audit  function,  the  workings  of  ITAS,  and  general  legislative 
requirements.  As  for  ongoing  Ministry-wide  training,  the  Auditor  was  advised 
that,  in  the  two-year  period  of  2000  and  2001,  only  three  days  of  Ministry- wide 
training  was  provided,  and  training  was  not  provided  in  advanced  audit  and 
technical  legislative  requirements. 

The  Auditor  recommended  that  to  help  field  and  desk  auditors  address 
corporations  tax  issues  and  improve  tax  collection  efforts,  the  Ministry  should 
ensure  sufficient  training  in  technically  complex  issues  and  industry-specific 
high-risk  areas;  and  consider  funding,  on  an  individual  basis,  training  initiatives  to 
increase  each  auditor’s  knowledge  base. 

In  response,  the  Ministry  adopted  enhanced  training  as  a  strategic  priority.  Job- 
specific  technical  training  plans  were  developed  for  all  audit  positions  in  the 
division,  and  a  training  unit  was  established  in  the  Corporations  Tax  Branch  to 
enhance  current  training  materials  and  develop  additional  technical  training 
materials  for  both  audit  and  other  staff  dealing  on  corporations  tax  issues. 

The  Ministry  committed  to  review  its  current  provision  of  funding  for  training  on 
an  individual  basis  for  auditors  and  other  staff  with  a  view  to  ensuring  training 
opportunities  where  they  are  most  required  on  a  priority  basis. 

Committee  Hearings 


Audit  Training 

The  Ministry  indicated  that  audit  training  is  to  be  addressed  in  response  to  the 
Auditor's  report. Training  programs  have  been  introduced,  and  the  Ministry  has 
committed  to  look  into  its  various  staff  training  needs  in  the  corporations  tax 
area.^'^  The  Ministry  has  committed  to  place  staff  training  on  a  sound  and 
effectively  administered  basis. 

According  to  the  Deputy  Minister,  it  is  the  Ministry’s  responsibility  to  provide  the 
necessary  resources  for  training,  and  to  determine  whether  new  money  is  required 
explicitly  for  training.^^  As  noted  earlier  in  this  report,  in  the  mid  to  late  1990s, 
the  Ministry  hired  241  new  audit  staff  specifically  for  corporations  accounts. 

Committee  Recommendation 


Staff  Audit  Training 

The  Committee  noted  that  the  Ministry  had  committed  to  allocating  resources 
specifically  for  the  training  of  audit  staff.  Furthermore,  the  Ministry’s  initial 
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response  indicates  the  province's  commitment  to  the  collection  of  outstanding 
corporations  tax  arrears  as  a  priority. 

The  Committee  therefore  recommends  that; 

10.  The  Ministry  of  Finance  should  report  to  the  Standing  Committee 
on  Public  Accounts  on  its  training  programs  for  auditors  in  the 
corporations  tax  area.  This  report  should  provide  details  on  the 
Ministry’s  commitment  of  resources  for  training  programs  over  the 
next  five  years.  The  Ministry  should  report  to  the  Committee  within 
one  hundred  and  twenty  calendar  days  of  the  date  of  tabling  this 
document  with  the  Speaker. 


5.  Tax  Advisory  Support 

5.1  Tax  Advisory  Unit  Requests 

One  of  the  key  responsibilities  of  the  Tax  Advisory  Unit  is  to  recommend 
necessary  changes  to  the  existing  legislation  and  prepare  and  communicate,  for  all 
units  within  the  Branch,  legislative  interpretations  and  rulings  for  taxpayers.  Upon 
receipt,  the  Tax  Advisory  Unit  records  the  date  the  request  was  received,  the 
nature  of  the  request,  the  staff  assigned  to  complete  the  request,  and  the  status  of 
the  request.  According  to  the  Auditor,  during  the  2001/02  fiscal  year,  the  Tax 
Advisory  Unit  provided  54  advance  rulings  and  64  written  interpretations. 

According  to  the  Tax  Advisory  Unit’s  senior  management,  it  is  reasonable  for 
those  making  a  request  to  expect  a  resolution  within  90  days  of  the  Advisory  Unit 
receiving  the  request.  However,  management  staff  indicated  that,  for  the  past  year 
and  a  half,  most  requests  have  taken  from  six  months  to  a  year  to  complete. 

Management  staff  at  the  Tax  Advisory  Unit  were  aware  of  long  outstanding 
requests  but  were  unable  to  address  them  due  in  part  to  staff  vacancies  in  the  area, 
some  since  late  2000.  At  the  time  of  the  audit,  the  Tax  Advisory  Unit  was  in  the 
process  of  hiring  for  these  positions. 


5.2.  Communicating  Decisions 

Decisions  of  the  Tax  Appeals  Branch,  for  example,  which  result  in  audit 
assessment  reversals,  as  well  as  court  decisions  regarding  audit  assessments,  are 
sent  to  the  Tax  Advisory  Unit.  These  decisions  are  summarized  and 
communicated  to  all  regional  tax  offices.  The  Unit  has  not  summarized  numerous 
tax  appeals  decisions  made  between  July  2000  and  March  2002,  due  to  staff 
vacancies.  Therefore,  auditors  were  not  being  informed  of  tax  appeals  decisions, 
which  could  have  an  impact  on  assessments. 

The  Auditor  recommended  that  the  Unit  should  establish  a  standard  completion 
time  for  formal  requests  for  tax  advisory  services;  address  all  formal  legislative 
and  interpretational  requests  from  regional  tax  offices  within  the  standard 
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completion  time  established;  and  summarize  and,  where  warranted,  communicate 
all  tax  appeals  decisions  to  all  relevant  parties  in  the  appropriate  manner  and  on  a 
timely  basis. 

The  Ministry  indicated  in  the  audit  report  that  the  Tax  Advisory  Unit  was 
restructured  to  improve  and  enhance  the  range  of  services  provided  in  November 
2001 .  Staffing  levels  were  being  increased  and  the  Ministry  was  consulting  to 
develop  a  reasonable  response  time  for  standard  tax  advisory  requests. 
Furthermore,  the  Unit  is  to  expedite  the  summary  and  review  of  significant  tax 
appeals  decisions.  Corporations  tax  staff  will  be  advised  on  a  more  timely  basis  of 
decisions  and  tax  cases  that  significantly  affect  the  Ministry’s  assessing  policies 
and  practices  in  order  to  assure  timely  processing. 

Committee  Hearings 


Response  Time  and  Staffing 

The  Ministry’s  Tax  Advisory  Unit  staffing  problem  experienced  a  vacancy  rate 
approaching  45%,  in  part  due  to  discussions  on  compensation.^^  Some  of  these 
positions  remained  open  for  more  than  a  year.  Vacancies  are  being  filled  and 

oo 

some  of  the  compensation  levels  have  been  adjusted. 

Committee  Recommendation 


The  Committee  appreciates  the  central  importance  of  the  Tax  Advisory  Unit’s 
services  to  meet  filing  deadlines  for  corporate  taxpayers,  based  on  correct 
information.  A  full  staffing  complement  is  essential  to  enable  the  Unit  to  meet  the 
required  turn  around  time  for  legislative  interpretations  and  rulings. 

The  Committee  therefore  recommends  that: 

11.  The  Ministry  of  Finance  should  report  to  the  Standing  Committee 
on  Public  Accounts  on  the  steps  taken  and  the  results  achieved  by  the 
Tax  Advisory  Unit  to  establish  timely  responses  to  client  requests  for 
legislative  interpretations  and  rulings.  The  Ministry  should  report  to 
the  Committee  within  one  hundred  and  twenty  calendar  days  of  the 
date  of  tabling  this  document  with  the  Speaker. 

6.  The  Tax  Gap 

The  Ministry  encourages  taxpayer  compliance  to  reduce  tax  avoidance, 
commonly  referred  to  as  the  tax  gap,  which  is  attributed  in  part  to  the 
“underground  economy.”  According  to  the  audit  report,  the  underground 
economy  has  not  only  increased  in  absolute  value,  but  it  has  grown  dramatically 
relative  to  the  regular  economy. 

The  CCRA  has  launched  several  initiatives  to  address  the  tax  gap.  For  example, 
the  Community  Awareness  Program  is  comprised  of  a  team  of  auditors  with  the 
objective  of  increasing  taxpayer  awareness  and  to  respond  to  taxpayer  concerns. 


25 


At  the  provincial  level,  the  Ministry’s  Macroeconomic  Analysis  and  Policy 
Branch  indicated  during  the  audit  that  studies  on  the  underground  economy 
related  to  corporations  taxes  have  not  been  conducted  in  recent  years.  The  Auditor 
recommended  that  the  Ministry  should  conduct  research  into  the  areas 
contributing  to  the  tax  gap  and  direct  the  necessary  resources  to  minimize 
continued  tax  losses.  The  Ministry  of  Finance  is  involved  in  ongoing  research  in 
this  area,  with  the  objective  of  enhancing  voluntary  compliance.  It  has  focused  on 
such  factors  as  the  impact  of  a  changing  rate  of  taxation  and  the  level  of 
enforcement  activity.  Increased  audit  staff  has  provided  additional  audit  coverage, 
and  Ontario’s  corporate  tax  rates  have  fallen  since  1995. 

Committee  Hearings 

Research  into  the  Tax  Gap 

With  respect  to  involvement  in  studies  on  the  underground  economy,  the  Ministry 
explained  to  the  Committee  that  its  research  has  addressed  issues  over  the  long 
term.  In  the  1990s,  the  Ministry  conducted  studies  at  the  macroeconomic  level, 
not  involving  corporations  tax  per  se.  The  Ministry  is  currently  involved  in  the 
following  initiatives  related  to  the  underground  economy,  in  addition  to  providing 
resources  on  the  audit  side  of  tax  administration: 

•  addressing  the  tax  gap  in  conjunction  with  the  U.S.  Internal  Revenue  Service 
(IRS).  The  Ministry  explained  that  on  an  experimental  basis  the  IRS  is 
estimating  the  income  tax  gap  using  compliance  and  taxpayer  data  to 
extrapolate  compliance  pattems.^^  At  issue  is  whether  there  may  be  an 
application  to  the  Ontario  experience; 

•  considering  IRS  studies  of  large  numbers  of  sampling-type  audits  where 
corporations  were  audited  at  random  to  determine  the  extent  of  under¬ 
reporting  of  income.  This  approach  had  drawbacks,  for  example,  it  was  very 
expensive,  and  intrusive  for  taxpayers  who  were  in  all  probability  completely 
innocent;^'  and 

•  assessing  a  Ministry  methodology  based  on  statistics  to  deduce  the  probability 
or  extent  of  tax  evasion  in  the  provincial  economy. 

Committee  Recommendation 


Requirement  for  Future  Research 

The  Committee  concluded  that  based  on  the  prevalence  of  the  underground 
economy  in  Canada  (estimated  to  represent  approximately  20%  of  the  Canadian 
GDP  in  2002),  that  it  is  necessary  for  the  Ministry’s  Macroeconomic  Analysis  and 
Policy  Branch  to  pursue  research  on  the  tax  gap  in  Ontario  on  an  ongoing  basis. 

The  Committee  therefore  recommends  that: 

12.  The  Ministry  of  Finance’s  Macroeconomic  Analysis  and  Policy 
Branch  should  conduct  research  on  tax  avoidance  at  the  corporate 
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level  in  Ontario,  and  on  the  impact  of  such  research  on  minimizing 
the  tax  gap,  and  on  encouraging  voluntary  compliance.  The  Ministry 
should  report  to  the  Committee  within  one  hundred  and  twenty 
calendar  days  of  the  date  of  tabling  this  document  with  the  Speaker. 


7.  List  of  Committee  Recommendations 

The  Committee  requests  that  the  Ministry  report  on  the  following 
recommendations  within  one  hundred  and  twenty  calendar  days  of  the  date  of 
tabling  this  document  with  the  Speaker: 

The  Committee  therefore  recommends  that: 

1.  The  Ministry  of  Finance  should  report  to  the  Standing  Committee 
on  Public  Accounts  on  the  success  of  electronic  filings  for  corporate 
tax  returns  and  the  action  taken  to  provide  a  corporate  education 
program  to  encourage  this  approach  for  large  and  small  corporations. 

2.  The  Ministry  of  Finance  should  report  to  the  Standing  Committee 
on  Public  Accounts  on  the  progress  made  on  the  reconciliation  of  the 
Ministry  of  Finance  and  the  Ministry  of  Consumer  and  Business 
Services  databases. 

3.  The  Ministry  of  Finance  should  report  to  the  Standing  Committee 
on  Public  Accounts  on  the  administrative  procedures  implemented  to 
ensure  timely  and  accurate  updates  on  information  added  to  the  tax 
roll  and  corporate  information  profiles. 

4.  The  Ministry  of  Finance  should  develop  procedures  to  ensure  that 
accounts  are  not  closed  without  meeting  ail  established  criteria. 
Specifically,  an  account  should  not  be  closed  unless  it  has  been 
determined  that  the  corporation  is  inactive  and  not  in  arrears,  while 
still  registered  as  active  with  the  Ministry  of  Consumer  and  Business 
Services.  Specifically,  a  corporation’s  account  that  is  in  arrears  should 
not  be  closed  just  to  permit  the  Ministry  to  write  off  the  outstanding 
amounts. 

5.  The  Ministry  of  Finance  should  report  to  the  Standing  Committee 
on  Public  Accounts  on  the  progress  made  under  its  follow-up 
initiative  to  address  the  backlog  of  corporations  in  default  of  filing  tax 
returns.  This  report  should  assess  the  enforcement  approach  adopted 
and  the  overall  impact  (e.g.,  the  number  of  firms  investigated  and  the 
number  of  those  still  in  default,  and  total  taxes  collected  and 
outstanding). 

6.  The  Ministry  of  Finance  should  report  to  the  Standing  Committee 
on  Public  Accounts  on  charter  cancellations.  This  report  should 
include  an  assessment  of  the  cancellation  methodology,  indicating 
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follow-up  notification  steps  in  the  cases  of  protracted  non-compliance, 
the  use  of  prosecutions  of  corporate  directors,  and  the  fines  and 
penalties  levied. 

7.  The  Ministry  of  Consumer  and  Business  Services  and  Ministry  of 
Finance  should  work  together  to  encourage  directors  and 
shareholders  to  voluntarily  dissolve  inactive  corporations.  In  the 
event  that  a  corporation  does  not  file  in  a  given  year,  the  Ministry  of 
Finance  should  forward  a  notice  with  the  taxation  package  for  the 
subsequent  taxation  year,  informing  the  corporation  that  its  charter 
will  be  automatically  cancelled  at  the  end  of  nine  months,  unless  all 
outstanding  tax  forms  have  been  filed, 

8.  The  Ministry  of  Finance  should  report  to  the  Standing  Committee 
on  Public  Accounts  on  the  adequacy  of  the  audit  coverage  provided 
for  small  businesses  by  the  Canada  Customs  and  Revenue  Agency.  A 
provincial  review  of  the  federal  audit  program  should  determine 
whether  the  Ministry’s  coverage  and  audit  objectives  are  being  met, 
including  an  evaluation  of  the  means  of  limiting  the  compliance 
burden  for  small  corporations,  while  optimizing  resources.  Finally,  it 
should  establish  the  overall  effectiveness  of  this  approach. 

9.  The  Ministry  of  Finance  should  report  to  the  Standing  Committee 
on  Public  Accounts  on  the  performance  of  the  discretionary  desk 
audit  function,  including  the  number  of  audits  planned  and  completed 
and  results  for  2002-03.  In  addition,  the  Ministry  should  provide  the 
assessment  of  this  Unit,  prepared  by  the  Audit  Control  and  Analysis. 

10.  The  Ministry  of  Finance  should  report  to  the  Standing  Committee 
on  Public  Accounts  on  its  training  programs  for  auditors  in  the 
corporations  tax  area.  This  report  should  provide  details  on  the 
Ministry’s  commitment  of  resources  for  training  programs  over  the 
next  five  years. 

11.  The  Ministry  of  Finance  should  report  to  the  Standing  Committee 
on  Public  Accounts  on  the  steps  taken  and  the  results  achieved  by  the 
Tax  Advisory  Unit  to  establish  timely  responses  to  client  requests  for 
legislative  interpretations  and  rulings. 

12.  The  Ministry  of  Finance’s  Macroeconomic  Analysis  and  Policy 
Branch  should  conduct  research  on  tax  avoidance  at  the  corporate 
level  in  Ontario,  and  on  the  impact  of  such  research  on  minimizing 
the  tax  gap,  and  on  encouraging  voluntary  compliance. 
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Notes 


The  introductory  text  in  each  Section  of  this  Committee  report  is  based  directly  on  the  material 
from  the  Provincial  Auditor’s  2002  Annual  Report.  In  subsequent  sections,  the  introductory 
comments  are  similarly  based  on  the  2002  Annual  Report,  and  most  often  paraphrased. 

■  Ontario,  Legislative  Assembly,  Standing  Committee  on  Public  Accounts,  Official  Report  of 
Debates  {Hansard),  Third  Session,  37’^  Parliament  (10  February  2003),  p.  63. 

^  This  section  is  verbatim  from  the  Provincial  Auditor’s  2002  Annual  Report  (pp.  64,  65,  and  66) 
with  the  exception  of  minor  stylistic  adjustments. 

^  Provincial  Auditor’s  2002  Annual  Report  p.  66,  with  minor  stylistic  adjustments  for  inclusion  in 
this  Committee  report. 

^  Ontario,  Legislative  Assembly,  Standing  Committee  on  Public  Accounts,  Official  Report  of 
Debates  {Hansard),  Third  Session,  37'’’  Parliament  (10  February  2003),  p.  74. 

^  Ibid. 

'  Ibid. 

*  The  Deputy  Minister  of  Finance  provided  supplementary  information  to  the  Committee  on  tax 
filing  trends  in  a  letter  to  the  Committee  Clerk,  dated  March  17,  2003. 

^  Ontario,  Legislative  Assembly,  Standing  Committee  on  Public  Accounts,  Official  Report  of 
Debates  {Hansard),  Third  Session,  37*’’  Parliament  (10  February  2003),  p.  74. 

'°lbid.,p.  75. 

Ibid.,  p.  74. 

Ibid.,  p.  75. 

Ibid.,  p.  74. 

Ibid.,  p.  65. 

Ibid. 

Ibid.,  p.  75. 

Ibid.,  p.  65. 

Ibid. 

Ibid.,  pp.  65  and  66. 

Ibid.,  p.  66. 

Ibid. 

Provincial  Auditor’s  2002  Annual  Report,  pp.  71  and  72. 
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Ibid.,  p.  72. 

Ontario,  Legislative  Assembly,  Standing  Committee  on  Public  Accounts,  Official  Report  of 
Debates  {Hansard),  Third  Session,  37*'’  Parliament  (10  February  2003),  pp.  70  and  73. 

Ibid.,  pp.  68  and  73. 

Letter  from  the  Deputy  Minister  of  Finance  to  the  Clerk,  Standing  Committee  on  Public 
Accounts,  dated  March  17,  2003,  related  to  the  February  12,  2003  hearings  on  the  2002  audit 
report  on  Corporations  Tax. 

Ontario,  Legislative  Assembly,  Standing  Committee  on  Public  Accounts,  Official  Report  of 
Debates  {Hansard),  Third  Session,  37"*  Parliament  (10  February  2003),  p.  68. 

Ibid.,  p.  66. 

Ibid. 

According  to  the  Ministry,  the  cancellation  of  charters  is  a  significant  step  because  it  means, 
among  other  things,  that  corporate  assets  are  forfeited  to  the  crown,  a  loss  of  limited  liability 
insurance  coverage  and  that  if  the  corporation  has  tax  losses,  it  can  not  claim  them  (Standing 
Committee  on  Public  Accounts,  Hansard,  dated  February  10,  2003,  P-66). 

EEF  corporations  satisfy  certain  criteria,  for  example,  that  they  file  a  return  with  CCRA,  that 
they  have  no  Ontario  taxable  income  payable,  and  that  they  are  not  subject  to  the  Ontario 
corporate  minimum  tax.  Source:  Ontario,  Legislative  Assembly,  Standing  Committee  on  Public 
Accounts,  Official  Report  of  Debates  {Hansard),  Third  Session,  37*'*  Parliament  (February  10, 
2003),  p.  66. 

Ontario,  Legislative  Assembly,  Standing  Committee  on  Public  Accounts,  Official  Report  of 
Debates  {Hansard),  Third  Session,  37*'*  Parliament  (February  10,  2003),  p.  66. 
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